
ECPR
 
Issues Paper
 

County 	 Guinea
 

Project Name & Number 	 AEPRP Promotion of Private
 

Marketing & Distribution (PPMD)
 
(675-0217)
 

LOP Funding: 	 $10,000,000 (ESF)
 
$2.500,000 (D.A.)
 

Obligations this FY 	 $12,500,000
 

There is one major issue in this program.
 

Neither tne GOG nor the commercial banks are willing to
 
absorb the risk associated with the local currency lending
 
program.
 

Discussion: The Equator Advisory Services Team that conducted
 
the credit and marketing analysis recommended that the GOG
 
Central Batik be the lender and that commercial banks pay an
 
intermediary credit management role for a fee expressed as a
 
percentage of the lending rate. The GOG, under this scenario
 
would bear nearly all of the risk. (Annex 1, page 36, para
 
three) This position was unacceptable to the Africa Bureau, and
 
the PAAD was subsequently rewritten in such a way that requires
 
Commercial Banks to assume all of the risk associated with
 
lending.
 

AID's approach to the risk question, which is supported by the
 
GOG and the IMF is based on our desire that commercial banks
 
function in a real, unsubsidized market environment. Funding
 
should be prudently administered to qualified borrowers with
 
expectation of full repayment. If commercial banks have little
 
or no risk, they are unlikely 	to exercise sound judgment in
 
administering credit. Perhaps more importantly, this program
 
seeks to strengthen Guinea's private banking and credit sector.
 
Subsidization of credit will only weaken the banks' ability to
 
survive and grow in future years.
 

The AAO/Guinea states (Conakry 2433) that the Commercial Banks in
 
Guinea are willing to accept no more than 23 percent of the risk
 
associated with this lending program. They might accept up to 50
 



percent of the risk but only if the borrowers were well known and
 
credit worthy. The Mission further that
states the GOG Central
 
Bank is unwilling to support with its own funds the portion of
 
credit risk not borne by the Private Banks. This is a catch-22.
 
The IMF representative in Guinea shares the AAO view that it is
 
unreasonable to expect commercial banks to accept 100 
percent of
 
the risk.
 

Options:
 

1. The AAO/Guinea has suggested that we ask Commercial Banks to
 
bear no more 
than 20-30 percent of risk and set up a guarantee

fund with AEPRP counterpart generations to cover the Central
 
Bank's share of risk. AAO believes that the problem is solvable,
 
but will require considerable negotiation over a period of time.
 

Comment: The counterpart is the GOG contribution to the
 
program. Any loss of this counterpart would be a net loss to the
 
GOG treasury. Nonetheless, this may be a viable option if
 
properly framed. It will certainly require considerable study

and negotiation.
 

2. Allow the GOG and the Central Banks to agree on the terms of
 
lending, including risk sharing, and be prepared to go along with
 
the outcome.
 

Comment: These funds are the GOG's contribution to the program.

One could argue that the GOG's interest in protecting them is at
 
least as great as AID's. Should they choose to stimulate lending
 
or 
broaden the base of borrowers through loan guarantees, they
 
might, arguably, have a right to do so.
 

3. Proceed as planned with the Commercial Banks' bearing 100
 
percent of risk. but review use of credit fund after 
six months
 
and make adjustinents if needed. These adjustments could consist
 
of either acceding to the Commercial Banks' position, if
 
necessary and desirable, or agreeing to an alternate use of local
 
currency related to the 
economic reform initiative. Either
 
alternative would require appropriate and clear language in the
 
grant agreement.
 

Comment: It is normal for the commercial banks to attempt to
 
limit their exposure in a lending program. We believe that
 
significant demand for 
credit exists on the part of qualified
 
borrowers, and that 
the banks will see that it is in their own
 
interest to extend loans, even without preferential conditions.
 
We also believe it possible that the Central Bank may wish 
to
 
provide incentives to the commercial banks by restructuring the
 
discount rate for this program.
 



Recommendation: That we proceed as planned, asking commercial
 
banks to absorb the risk-in-lending; that we do so understanding
 
that the use of local currency funds will be reviewed after six
 
months of operation, and that a change in direction vis-a-vis use
 
of local currencies may be needed at that time.
 

Parallel Issue: The AAO/Conakry has proposed two additional
 
covenants, suggested by the private banking community, which
 
would remove obstacles to lending. These are:
 

i. "To further promote foreign trade and commerce, the GOG
 
commits itself to the establishment of bonded warehouses."
 

2. "The GOG will continue to endeavor to remove all
 
obstacles to the full and rapid growth of the private sector,
 
including the adoption, as soon as possible, of a reliable legal
 
system for granting property titles and the establishment of a
 
uniform land tenure system."
 

Discussion: Both of these covenants relate to collateral. The
 
first on import/export trade, and the second on general lending.
 
Without collateral or other guarantees, the banks are constrained
 
from serious lending.
 

Recommendation: That both of the above covenants be included in
 
the grant amendment.
 

Drafted:AFR/PD/CCWAP:NRifkin:7/10/86:647-9066:2417K
 

Clearances:
 
AFR/PD:CPeasley (draft)
 
AFR/DP:JWolgin (draft)
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